THE TARIFF BOARD AND WOOL LEGISLATION?

During the second session of the Sixty-second Congress no less
than six different bills were offered in the Senate and House as
revisions of the tariff schedule levying duties on wool and manu-
factures of wool. All of these bills, although differing widely from
each other, were claimed by their framers to be based upon, or at
least not at variance with, the findings of the Tariff Board in its
report on Schedule K. Even the Democrats in their long attack
on this report said in conclusion: “So far as conclusions can be
drawn from the Board’s report, it furnishes nothing to justify
any change in the rates proposed in H. R. 11019.”2 Democrats,
Progressives, and Republicans alike justified the rates in their
respective bills by the facts and figures of the Tariff Board’s re-
port. Naturally, all this was quite confusing to the average
citizen and he asked repeatedly: “Why did not the Tariff Board
recommend rates to Congress? And if it had undertaken this
task, what rates would it have recommended?”

In answer to these questions, in the first place, it should be
said that the Tariff Board was never intended to be a rate-making
body. Its friends aspired to make it a substitute, not for Congress
in its legislative capacity, but for the Ways and Means Committee
and the Finance Committee in their capacity of collectors of tariff
information. Under the Federal Constitution it is practically
certain that Congress could not delegate legislative power to a
board, but it can give power to investigate and report find-
ings of facts. In the second place, these questions suggest a
belief, common enough in these days, that there are certain rates
which once suggested would be accepted by all as obviously cor-
rect. To state this proposition is to answer it, for it must be

1 Neither the Tariff Board nor any member of it assumes any responsibility
for the use made of the Board’s statistics in this article or for any observa-
tions made about them. I take full and complete responsibility for the con-
struction of the tables and for all the statements made and opinions ex-
pressed.—W. 8. C.

2 H. Rep. 455, 62 Cong., 2 Sess., p. 66. H. R. 11019 is the bill passed by the
Democrats of the House during the first session of the 62d Congress which
was prior to the publication of the Tariff Board’s report. H. R. 22195 was
identically the same bill introduced after the Tariff Board’s report was pub-
lished. Both of these bills, after being modified in conference with the Senate
Progressives, were passed by both branches of Congress and vetoed by the
President.
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clear to anyone acquainted with American tariff controversies
that the abuse hurled at the Tariff Board last winter would be as
nothing compared with the abuse such action would arouse. The
fact of the matter is the Tariff Board never intended to go beyond
reporting facts and it persistently refused, under urgent political
demands, to give even an opinion of what rates it considered
equitable and just. No one realized the difficulties of the problem
as well as the members of the board themselves and they declined
to allow the zeal of those who saw the limitations of a tariff board
less clearly than they, to defeat its real usefulness. Tariff making
is fundamentally a question of theory rather than a question of
statistics. There is no set of rates which are obviously and abso-
lutely equitable and just, for the question which must always be
answered first is: “Equitable and just on what political and
economic theory?” Rates equitable and just from the stand-
point of revenue might be very inequitable and unjust from the
standpoint of protection. In like manner, rates equitable and just
from the point of view of national exclusiveness might be very in-
equitable and unjust from the point of view of active foreign
competition. It will be profitable to examine further the political
and economic difficulties in the way of delegating the power of
making or recommending rates to a tariff board or commission.
No board could suggest rates until it assumed the tariff policy
of some political party to be desirable. Obviously it is not within
the province of pure reason to decide which is preferable—a
tariff for revenue only or a protective tariff. Complete statistics
and facts might be gathered on all the schedules of the tariff
act and still this question would be no nearer solution. Its
answer is found in the political sentiments of the electorate and
as long as the voters are the ultimate source of power in the
United States the answer must come from them. If the voters
through their representatives in Congress were unanimously in
favor of a given tariff policy this obstacle to delegating rate-
making power to a board would be removed for the time being ; but
it often happens, as it did in the Sixty-second Congress, that dif-
ferent tariff theories prevail in the majorities of the two branches
of Congress. In such a case no board could remain non-partisan
that did not attempt to recommend rates based on both tariff
theories. It is not likely that the two or three great political
parties will very soon agree upon a common tariff program, and,
until they do, no commission can take the tariff out of politics.
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In the past, the political premises on which Congress has prepared
tariff acts have been determined at the polls and it seems hardly
probable that the people will ever relinquish this right. The
Tariff Board as it was constituted of course had no power even
to recommend rates, but this discussion should make it clear that
if it had undertaken this task it would have been forced to premise
its conclusions with some political theory of tariff making.

The political difficulty which stood in the way of the Tariff
Board’s recommending rates having been outlined, there is the
economic difficulty to be noticed. If the board had assumed for
the purpose of making a set of rates that a given political tariff
theory were desirable, it would have been face to face with the
question of efficiency. In the Tariff Board’s report on Schedule
K there is a vast amount of information relating to efficiency and
economic conditions which no tariff maker can disregard; but the
use of it removes the task of rate making from the field of mathe-
matics to that of personal judgment. Rate making becomes, then,
no longer the work of a statistician, but the work of those with
authority to say what the policy of the country is to be regarding
a particular industry. An example may make this point clear.

The wool-growing industry in the United States presents to
the legislator a very complex problem—the problem of what
parts of the industry should be preserved and what parts, if any,
should be eliminated by foreign competition. Three distinet di-
visions of the wool-growing industry exist in the United States:
(1) the fine-wooled merino sheep, chiefly in Ohio and the neigh-
boring states, which cannot exist unless at least the present tariff
rates are maintained; (2) the crossbred flocks which would exist
even under free wool; and (8) the flocks of the ranch states of the
far west, the amount of protection required for them being a
matter of debate. These facts present a problem of what is
cconomically desirable, and the conclusions reached by study of
them will depend primarily upon the student’s economic assump-
tions.

Those with a leaning toward free trade, who approach and
study the part of the Tariff Board report treating of wool growing,
can with ease construct an argument in favor of free wool. This
conclusion is reached by studying the efficiency of wool growing
in the United States as compared with that in Australia and
England. Cost figures are not ignored; they are accepted as
the cost of producing wool in the United States under the existing
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conditions. Such students advocate changing these conditic
and thereby reducing the costs.

In pursuing their argument they consider, in the first place, 1
sheep in the eastern states. They claim that the high cost of p:
duction of fine merino wool, as shown by the Tariff Board, prov
not that high protection is needed, but that it is economically t
profitable to maintain in the United States the fine-wooled meri
sheep ; that the crossbred flocks, which produce wool at a negli;
ble cost, are peculiarly adapted to the farming conditions of o
eastern states; and that if the tariff on wool were removed, t
owners of the fine-wooled flocks would be forced to cross the
ewes with the mutton breeds and by this means the wool-growi
industry of the East would gradually become a profitable supp
ment to general farming, as it is in Great Britain, and not
highly specialized industry, as it is today in parts of Ohio a:
Michigan.

Continuing their argument these advocates of free wool turn
the great flocks of our western ranges and they contrast t
breeding, pasturing, and management of the flock-masters
Australia, New Zealand, and Argentina with the conditions
our West. They claim that if the methods of the former we
adopted in this country the costs of producing wool would |
reduced so that our flock-masters could compete successfully wi
all the world without the tariff. They admit that free wool wou
force a readjustment in the West as well as in the East, but th
say it would place the industry on a much sounder econom
foundation.

On the contrary, the advocates of high protection can argt
from the part of the Tariff Board’s report treating of wo
growing that the rate on merino wool should be even higher ths
eleven cents per pound. It is said that very fine merino woo
are becoming more and more scarce each year with the inroac
which the mutton sheep are making upon the merino flocks ¢
the world; that unless the source of supply of these wools :
maintained, certain phases of wool manufactures cannot continue
and that this source of supply cannot be preserved unless a hig
level of protection is maintained. Very plausible arguments ca
also be made in favor of the existing status of the wool-growin
industry because a lowering of the duties would inevitably caus
suffering both among the sheep owners and those employed i
the industry.
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The legislator who conscientiously endeavors to consider im-
partially the arguments of the free-trader and the protectionist
has hard questions to answer. Shall Congress, for the sake of
preserving a comparatively small number of fine merino sheep,
burden the manufacturer directly and the consumer indirectly with
a duty adequate to protect the grower with the highest costs?
Or shall Congress say that, since the cost of producing cross-
bred wool is negligible, it would be better to force all wool
growers in the United States to produce this kind of wool by
having free wool as the United Kingdom has with her 31,000,000
sheep? Or shall Congress take a middle course and preserve such
parts of the industry as are consistent with a moderate duty?
Any of these questions might be answered affirmatively from the
report of the Tariff Board, but, whatever may be the correct at-
titude to assume toward this great industry, all will surely agree
that no board, however wise, should determine the answer to the
question. This question involves the problem of the nation’s
policy toward its industries; and, as long as there are political
questions, the question of the preservation or destruction of in-
dustries will be, and most men would say ought to be, one of
them. The subject is discussed somewhat at length here in order
to show the nature of the efficiency problem. It must be clear
that statistics are of little value in tariff making unless accom-
panied by sound judgment. ‘“Without judgment,” Mr. Emery
says, “statistics are useless; without statistics, judgment is un-
reliable.”3

Having pointed out what would seem to be both political and
economic obstacles to delegating to an executive board general
power to recommend rates, a partial solution will be suggested.

If it be admitted that a board be desirable, one of its powers
would, of course, be the accumulation of information on all phases
of the tariff controversy. On the basis of this information Con-
gress, having first laid down the political and economic premises
on which the board was to proceed, might request it to submit
a set of rates based on the premises laid down. Such questions
as these might be submitted to the board for answer: (a) What
would be the immediate and ultimate effect of free wool upon the
domestic industry? upon the consumer? (b) What rate of duty
on raw sugar would eliminate the cane-growing industry of the

®*Emery, H. C.: The Tariff Board and its Work. Speech delivered at
Chicago, December 3, 1910, p. 11.
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South and still preserve the beet-sugar industry? (c) Assuming
the theory of tariff for revenue only to be desirable, what set of
rates on wool and wool manufactures would most equitably raise
$50,000,000 per annum? (d) Assuming that the tariff should
equal the difference in cost of production between the United
States and foreign countries and that the status quo of the
wool-growing and wool-manufacturing industries is to remain
substantially unchanged, what should the rates in Schedule K
be? There seems to be no reason why a board could not give
answers to these and similar hypothetical questions. This plan
would leave to the legislative branch of the government not only
the power of fixing the premises upon which the board was to
proceed, but also the privilege of finally accepting or rejecting
the recommendations of the board; and still it would leave a
very useful field of work for an executive board or bureau.

For the purposes of this article it is assumed that Congress de-
sires an answer to the last of the questions asked above and that
the facts to be used are those found in the Tariff Board’s report
on Schedule K. This question takes for granted two facts: (1)
that such protective duties should be levied “as will equal the
difference between the cost of production at home and abroad”
and () that the status quo of the wool-growing and wool-
manufacturing industries should remain substantially unchanged,
that is, the question of efficiency is to be practically disregarded.
Both of these premises are debatable and the writer, by propound-
ing them, in no way commits himself either to their support or
opposition. Plausible arguments can be made for or against both
propositions. It is necessary, however, before the discussion can
proceed, to assume some of the varying factors in the tariff prob-
lem to be constant and there are some reasons why the premises
chosen are the most desirable in studying the report of the Tariff
Board.

The most important reason is the nature of the Tariff Board.
The board was a by-product of a protective tariff bill, the pet
of a president committed to protection; and it was requested to
apply the rule of protection contained in the Republican platform
of 1908. Its founders undoubtedly expected it to consider the
protective system beyond controversy. It began work with a pre-
sumption, therefore, against its non-partisan attitude. If it had
been composed of. political opportunists, it might easily have
hecome a mere tool of the protective interests; or if it had started
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out like the so-called tariff commission of 1882 to hold hearings,
the personal would have overshadowed the scientific element and
the board would have been little more than a poor substitute for
the Ways and Means Committee. But the members of the board*
realized that legislators needed, not more comments and figures
compiled by interested parties, but a careful scientific investiga-
tion of each schedule of the tariff and this they began carefully to
make. While considering the cost of production one of the phases
of the problem deserving study, they did not limit their study to it,
and in the report many other phases of the question are carefully
considered which have been obscured by the political significance
attached to the cost of production. The work of the Tariff
Board, lamentably brief as it was, laid the foundation for a scien-
tific investigation of the tariff; it broke the grip on legislation
which a few interested parties, by their knowledge of the tariff
and by personal influence, had maintained, and it proved con-
clusively that the Almighty did not lodge all wisdom in the com-
mittee rooms of Congress.

It remains true, nevertheless, that in the public mind the work
of the Tariff Board and the cost-of-production theory of the Re-
publican platform of 1908 are inseparable and for that reason
this theory is given prominence in this article.

A subject which can only be touched upon in this article is the
relative value of ad valorem and specific duties. In this country,
as a rule, the advocates of revenue tariffs have favored the for-
mer ; the advocates of protection, the latter. The Tariff Board
made some very pertinent observations on this subject and stated
that “from the point of view of protecting the domestic manu-
facturer by equalizing the difference in cost of production at home
and abroad by means of tariff duties, the system of specific duties
is the natural and logical method.””® It has been said that a flat
specific rate bears unequally upon those who buy wool, because it
does not adjust itself to a wide range of prices. This is true.
But it is equally true that a flat ad valorem rate gives very

¢ At the time of the publication of the report on Schedule K the members
of the Tariff Board were: Henry C. Emery, professor at Yale; Alvin H.
Sanders, editor of the Breeders’ Gazette, Chicago; James B. Reynolds, for-
merly assistant secretary of the Treasury; William M. Howard, formerly
congressman from Georgia; and Thomas W. Page, professor at University

of Virginia.
" %Report of Tariff Board on Schedule K, 62 Cong., 2 Sess.; H. Doc. No.
342, p. 709.
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unequal protection; 30 per cent on 20-cent wool is much less pro-
tection than 80 per cent on 40-cent wool and still it may be that
20-cent wool requires as much protection as 40-cent wool. This of
course is only another case of the necessity of determining your
premises before proceeding to discuss tariff questions. The prem-
ises on which this article is written establish a presumption in
favor of specific duties. But in order to avoid confusion this
question will not be discussed in detail. Ad valorem and specific
duties will in most cases be treated as though of equal value.

Schedule K of the tariff act of August 5, 1909, fixes the import
duties upon a large variety of wool products. In this discussion
the following will be considered both because they are the most
important and because the statistics of the Tariff Board upon
them are most complete: raw wool, tops, worsted yarn, woolen
and worsted fabrics.

Raw Wool

In ascertaining the cost of producing wool in the United States
the Tariff Board considered wool as the chief product of the
flocks and credited against the total cost all receipts from sources
other than wool. In the case of the fine-wooled merino flocks,
where wool was the only source of income, the entire cost of main-
taining the flocks was charged against the wool and as a result the
cost of production was high. On the contrary, in the case of the
crossbred flocks the receipts from mutton were subtracted from
the total cost of maintenance and the resulting figure was taken
as the cost of producing the wool. By this means the cost of pro-
ducing wool was often shown to be negligible.

Nowhere in the Tariff Board’s report do figures, considered
alone, prove more discouraging than in the volume on raw wool.
The cost of producing wool is shown to range from less than
nothing up to over 35 cents per pound and these statistics can
be studied intelligently only in the light of the facts with which
the Tariff Board supplemented them. The extremely high costs
are given some weight by the board in making up its averages.
Its conclusions recognize three broad divisions of the wool-growing
industry in the United States. “In the western region of the
United States, with approximately 85,000,000 sheep,” the report
states, “the net charge against a pound of wool is about 11 cents.
In the other sections, with about 15,000,000 sheep, the net charge
against a pound of wool from the merino sheep, which number ap-
proximately 5,000,000, is about 19 cents, and the net charge
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against the wool grown on sheep of the crossbred type is negli-
gible.”¢
The costs from which the average net charge of 11 cents

against wool raised in the western ranges was obtained are shown
in Table 1.7

TasLe 1.—Net charge against wool produced in the range states

Pounds of wool Receipts Average
net charge
inst wool
Percentage Percentage |Percentage from againg

Number of total from wool other sources per pound
2,636,207 12.7 47.7 52.3 $0.237
3,836,815 18.5 49.8 50.2 .168
5,459,088 26.3 47.4 52.6 119
4,665,141 225 420 58.0 077
2,293,087 9.0 36.2 63.8 027
1,874,287 11.0 28.9 71.1 +.039
20,764,718 100.0 43.0 57.0 .109

The costs from which the average net charge of 19 cents against
the fine merino wool raised in the eastern states was obtained are
shown in Table 2.8

TasrLe 2.—Net charge against fine merino wool produced in the
eastern states

|
Pounds of wool Receipts Average net
i charge
Percentage i Percentage  [Percentage from against wool
Number of total | from wool other sources per pound
37,984 6 78 22 $0.42
57,083 10 71 23 .82
90,886 15 71 29 .27
129,169 22 71 29 .22
248,519 42 67 43 12
29,588 5 38 62 .06
592,979 100 64 36 .19

The conclusion of the Tariff Board that the net charge against
wool grown on crossbred flocks in eastern United States is negligi-
ble is based on the study of 159,396 pounds of wool. The total
receipts from the crossbred flocks investigated were $114,099.74,

® Report of Tariff Board on Schedule K, pp. 376-377.
T Ibid., p. 329.
8 Ibid., p. 369.
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of which 83 per cent was from wool and 67 per cent from other
sources. The receipts from sources other than wool a little more
than covered the total cost of maintaining the flocks, which leaves
the wool ‘“velvet,” that is, there was no net charge against it.?

There are, then, in the United States three distinct classes of
sheep which produce wool at widely varying costs. Before a
rate of protection can be agreed upon a national average cost
must be fixed. It might be suggested that if the status quo is to
be maintained absolutely, the rate of protection must be sufficiently
high to protect the highest cost. However logical this suggestion
may be, it is not practical and the position of the Tariff Board
seems reasonable on this point. After giving due weight to the
high and the low costs in the United States it concluded that the
average net charge against the wool clip of the country is about
91% cents per pound.!?

Turning now to the cost of producing wool abroad, the Tariff
Board summarized its findings by saying that the average net
charge against wool in South America is “between 4 and 5 cents
per pound” and that “taking Australasia as a whole it appears
that a charge of a very few cents per pound lies against the
great clips of that region in the aggregate.”!!

Without questioning, therefore, the possibility of choosing
other costs equally entitled to consideration, it seems at least fair
to take 914 cents as the net charge against wool in the United
States and 3 cents as the net charge against wool produced by our
greatest foreign competitor. These are charges per grease pound.
Considering all grades of wool, the shrinkage of American wool
may be taken at 60 per cent and of Australian wool at 50 per
cent.!? If now the much debated recommendation of the board
to assess the duty on the scoured content of grease wool be ac-
cepted, a duty can be calculated. If it costs in the United
States 9.5 cents to produce a pound of grease wool shrinking 60
per cent, it will cost 23.75 cents to produce a pound of clean
wool; if it costs in Australia 8 cents to produce a pound of wool
shrinking 50 per cent, it will cost 6 cents to produce a pound of
clean wool. The difference between these two results is 17.75
cents, which is the difference in cost of production per scoured
pound of wool between the United States and Australia. If the

°® Report of Tariff Board on Schedule K, p. 369.

»* Ibid., p. 377.

“Ibid., p. 11
 Ibid., pp. 383-385.



